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development and to write off that money as expenses. The investors
become limited partners and are entitled to receive royalty payments
from future sales of products. Part of or all these royalties are in turn
taxed as capital gains, offering an added attraction to this kind of
investment.

The new biotechnology firms also have a number of other sources of
capital, including interest from funds previously raised, short-term
loans, industrial revenue bonds, and equipment leasing. Through these
and other funding mechanisms, the new biotechnology firms have
generally been able to bring in enough revenue to remain viable, even
though many of them have not yet generated actual products for the
marketplace.

Portrait of a Successful Firm

One new biotechnology firm that has generated products for the
marketplace through its work with monoclonal antibodies is Centocor,
Inc., which was founded in 1979. According to the company's president,
Hubert J. P. Schoemaker, Centocor's approach is based on a careful
analysis of several key features of the health care business. First, it is
very expensive to produce and market pharmaceutical products, but
very few products are needed for the firm to be successful. Second, most
health care companies have a relatively narrow product focus, since
this optimizes the distribution of products and reduces risk. Third and
most important, the health care industry worldwide currently has
excess capacity in its manufacturing, distribution, and sales networks.
As a result, "these companies are looking for products to feed into their
investments," says Schoemaker. "There is a product shortage. This
leads to a fairly aggressive acquisition strategy and to an aggressive
licensing-in strategy. . . . Centocor, as a company, and, I believe,
similar companies, were formed to capitalize on these features of the
industry. Centocor bridges the gap between new innovations and the
already existing product distribution networks."

To find products to feed into these networks, Centocor's in-house
technical groups keep close tabs on the research being done in univer-
sities and in public and private research institutes. When the company
uncovers work with commercial promise, it seeks to establish collabo-
rative agreements with the investigators or research institutes that
have done the work. Currently the company has initiated agreements
with about 30 universities around the world to gather the results of
research.

Once Centocor has obtained the rights to a research development,